The Short Story ¾ The conventional wisdom: we need patents and copyright to get innovation/creation ¾ This is wrong both theoretically and empirically Why do we like property? The Conventional Wisdom the economics literature in general acknowledges that intellectual property leads to undesirable legal "intellectual monopoly" but generally argues that this might be a good thing Gene Grossman and Elhanan Helpman (1994) Firms must be able to sell their products at prices in excess of unit production costs if they are to recover their up-front outlays on research and development. In other words, some imperfect competition is necessary to support private investments in new technologies.
¾ Widely believed ¾ Wrong as a matter of theory ¾ Wrong as a matter of fact
What is Wrong with This Story?
♦ Build a shoe-factory, face constant mc of using it: same story; why is this not an issue?
♦ Shoe factories have a capacity constraint -leads to a positive return ♦ transmission of ideas is similarly limited by scarcity of current set of people and/or products embodying the idea ♦ In the shoe factory case, capacity is chosen small enough that the competitive rent covers the cost of building the factory ¾ It could be copies; it could be something that is a complement of copies Are Unpriced Spillover Externalities Important?
Diagramatics of Capacity Constraints
What on earth are they?
Travelpro -the modern wheeled roll-on suitcase with a retractable handle
Becker [1971] Firms introducing innovations are alleged to be forced to share their knowledge with competitors through the bidding away of employees who are privy to their secrets. This may well be a common practice, but if employees benefit from access to salable information about secrets, they would be willing to work more cheaply than otherwise Do Patents Increase Innovation? ¾ Norton earned at least $600,000 despite competition from St. Martin's Impact of the Internet: example of comic strips and t-shirts
Rosenberg raves that he has been able to make five times as much off his merchandising as off his subscriptions and that advertising doesn't come close to generating the revenue he gets off t-shirts, noting a profit margin of up to 50%, which would be as much as $9 per item in some cases. Stevens quotes $4-$5 as his margin. Rosenberg further claims to have tripled his 2003 income by switching to t-shirt sales in the last three months of 2003. Todd Allen [2005] 
